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Can Inflation Be Prevented? 


The defense emergency is bringing more and more to the front the problem of price control. The subject has been studied very 
carefully by the Brookings Institution of Washington and the results are available in “Wartime Control of Prices” written by Charles O. 
Hardy. The study was made possible by a grant from the Maurice and Laura Falk Foundation of Pittsburgh, which maintains the policy 
of supplying the funds and leaving a research agency untrammeled in pursuit of facts. The report, which is in part summarized below, 
has wide implications for American procedure throughout and after the period of defense mobilization. 


The function of price in a peacetime economy is stated 
thus in the report: “The general function of a price and 
profit system under ordinary peacetime conditions is to 
guide human effort and material resources into those pro- 
ductive channels in which the demand, as measured by 
willingness of someone to pay a price, is greatest. Stated 
in another way, rising prices and profits in any given line 
of industry lead to expansion, while falling prices and 
profits lead to contraction. The product resulting from 
economic activity is also distributed among the various 
claimants in the form of the prices paid for services—that 
is, wages, salaries, rents, interest, and dividends.” 

It may be said in passing that even without reference 
to the war emergency the problem of price has become 
acute in our economy of the gradual substitution of 
artificial control—‘‘administered price.” This problem was 
discussed at length in the report /ndustrial Price Policies 
and Economic Progress published by Brookings Institu- 
tion in 1938. The problem is particularly acute with the 
disruption of economic life by the war emergency. 

In World War I, the ordinary peacetime market controls 
were depended upon at the outset but later arbitrary 
controls had to be resorted to. In the present emergency 
the government has already undertaken actual or potential 
control but policy in this respect is still in the making. 

There are two distinct problems and spheres of price 
control. The first relates to the prices paid by the govern- 
ment to its contractors for goods or services; the second 
relates to the prices paid by private individuals in their 
dealings with each other. The first of these types of 
control presents itself in a variety of forms. A single 
government agency may fix either a precise or a maximum 
price for all government purchases but without compulsion ; 
or the goods may be requisitioned or bought under the 
threat of compulsion; or, finally, a maximum price may 
be set and supported by government guarantee. There is 
no debate, the report says, over the principle of centralized 
bargaining which secures economy by “eliminating com- 
petitive bidding between different government purchasing 
agencies.” The case is different with price control pro- 
cedures involving governmental pressure, which is used in 
order to insure the most economic use of labor. “Conscrip- 
tion, commandeering, requisitioning, compulsory orders— 
all involve either price-fixing or confiscation.” 


Control of prices in private business transactions is, of 
course, an entirely different matter. When resorted to 
it is justified as a means of (1) fending off acute shortages 
of particular commodities; (2) guarding against inflation 
of prices; (3) preventing profiteering; (4) distributing 
more equitably the burden of war; (5) safeguarding the 
postwar period from disastrous collapse. 


INFLATION—CAUSES AND CONSEQUENCES 


A striking passage explains the way inflation comes 
about and its serious consequences: “Except in the case 
of postwar Russia, where an inflation was planned as a 
means of expropriating a propertied class, there is probably 
no case in modern history where inflation resulted from 
a deliberate decision to finance the government by creating 
money in such quantities as to lead to a major price rise. 
It is a policy which governments drift into, not one which 
they choose. What happens is that treasuries, confronted 
by urgent demands for funds, use on a larger scale the 
same procedures which they have been using in time of 
peace, and discover too late that they do not work in the 
same way as before. Then, because of a lack of advance 
planning, and because they are held responsible for raising 
the money and not for the ultimate consequences, they do 
not take the necessary steps to check the inflation. Soon 
it reaches such proportions that it cannot be controlled, 
at least without the risk of hampering the war program. 

“Tax systems are somewhat rigid, and cannot be ex- 
panded fast enough to take care of the initial expansion 
of government activity. Borrowing is necessary and the 
easiest way to borrow is to put securities directly or 
indirectly into the banks. This indeed is a standard peace- 
time practice. No attention is paid at first to the fact that 
the enlarged volume of borrowing may be making it 
necessary for banks to expand rapidly the total amount 
of credit, whereas the ordinary peacetime borrowings have 
been effected by allocation of the existing volume of credit 
or by an expansion too slow to be harmful. 

“At first, indeed, the rising level of money incomes may 
help to speed up the reabsorption of unemployed resources 
into the productive process, and is certain to create a 
general feeling of prosperity. By the time the ill effects 
of inflation are apparent, the process has acquired such 
momentum and administrations have committed themselves 
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to inflationary methods to such an extent that a reversal 
is not seriously attempted before the end of the war. Then 
a deflationary program is instituted, in order to restore 
some previous value to the currency at a time when in- 
dustry, instead of being supported by war demands, is 
suffering the pangs of readjustment to a peace economy.” 

And these are the withering effects: “Inflation not only 
creates unnecessary profits for some, but it makes them 
appear larger than they really are, and on both counts 
it undermines the morale of those who do not share in 
them. It dries up the incomes of public servants, both 
military and civilian; it depletes the accumulated savings 
of the thrifty, especially those in moderate circumstances 
whose savings have taken the form of loans, savings 
deposits, life insurance policies, and the government bonds ; 
it cripples public utilities by pushing their costs up, out 
of line with the rates under which they are required to 
operate.” 

In the effort to guard against price inflation several 
policies may be resorted to. These are briefly sketched 
below. 

FiscaL Povicies 


“The traditional program,” says the report, “always 
recommended and never followed, is to finance the war 
entirely out of taxation, to the end that the expansion 
of war expenditure may be balanced by a corresponding 
curtailment of expenditure for other purposes. It is 
argued that the burden to be borne by the public during 
the war is no greater if all funds are raised by taxation 
than if part are borrowed.” The argument is held to be 
only partly valid. “What is essential is that the funds 
shall be drawn from the existing income stream, not 
created to swell that stream, beyond the extent to which 
expansion of money income is balanced by an expanding 
output of goods and services. In other words, the initial 
stages of war effort, when borrowing is most necessary 
because tax yields cannot be increased immediately, is 
just the stage when credit expansion will be serving a 
useful purpose.” 


ConTrROL oF BANK CREDIT 


“The real danger to the price structure in a program 
of war finance is not in government borrowing in and of 
itself, but in the corroding influence of an extensive bor- 
rowing program on the standards under which the credit 
structure is supervised.” It is not the size of the govern- 
ment deficit nor the total volume of the debt nor the total 
amount of credit outstanding that is crucial but rather 
“the movement of the price level.” The cost of living 
index—“superior to the wholesale price index as a meas- 
ure of the purchasing power of income,” must be watched 
in order that bank credit may be wisely and effectively 
controlled. An important warning is sounded in these 
words: “We have suffered so long from depression that 
it is necessary . . . to encourage saving instead of con- 
sumption, and to stress the gains of technological progress 
instead of the risks and losses of technological unemploy- 
ment.” 


Tue INpirEct CONTROLS 


Among indirect measures the first discussed is the en- 
couragement of imports, limited, of course, by the danger 
of creating scarcity of ocean transportation. Exporting 
gold and silver is also discussed: “We suggest that the 
price of gold should be sharply lowered as soon as re- 
employment is substantially complete, and that the govern- 
ment should institute a program of direct purchase of 
essential commodities, to be paid for in gold. These 
measures, especially if accompanied by a suspension of 


tariffs, as recommended in the preceding section, should 
insure an outflow of gold, balanced by an inflow of more 
useful goods.” As for silver, the “hoard is useless in its 
entirety whether under peace conditions or war condi- 
tions.” 


Exchange control is another of the indirect methods, 
The reduction of currency values in order to stimulate 
exports and discourage imports has become a conspicuous 
feature of foreign policy. “To reverse this process under 
the changed conditions of the war economy would accom- 
plish the same purposes as the measures of tariff suspen- 
sion and gold export suggested above, and would probably 
be politically more feasible.” 

As to the difference between necessities and luxuries it 
is pointed out that, unfortunately, the former are likely to 
conflict more with needs of government than the latter, 
Housing is an illustration. It is a necessity but “a post- 
ponement of new housing construction is probably the most 
effective single measure to release needed facilities for war 
work,” 


Restrictions upon output, it is urged, should be sus- 
pended for the duration of the war. This includes the 
AAA, the Walsh-Healy Act, Fair Labor Standards Act, 
“full crew” laws, apprenticeship regulations, etc. [This 
is, of course, a highly controversial issue which has to be 
determined by balancing considerations of defense require- 
ments and broad social consequences.—ED. } 


Prices To Costs 


Under the head of government purchases the doctrine 
is laid down that differentials in production should be 
considered in establishing prices. The report expresses 
the conviction “that there should be no presumption that 
the government will pay the same price to all producers 
of the same thing, in cases where it absorbs so large a 
proportion of output that competition fails to establish a 
reasonable price. The one-price plan discriminates in favor 
of the low-cost producers of goods that are so highly 
standardized that it is possible to quote a price for them 
by grade or general description. It is impossible to apply it 
to the construction of goods built to order, such as air- 
planes, bridges, guns, ships, and cantonments. In such 
cases—and they represent a much larger war expenditure 
than the basic raw materials and standardized finished 
products—the price is fixed either through some form of 
cost-plus contract or through bids which are controlled 
by producers’ estimates of cost. So far as equity is con- 
cerned, the low-cost producers of standardized goods have 
no better claim to a return based on the costs of their 
less favorably situated competitors than do the low-cost 
producers of unstandardized goods and services. It is no 
more obligatory on the state to pay the low-cost steel 
producer a price for his services based on the costs of a 
marginal competitor who could not compete at all under 
ordinary market conditions than it would be to pay the 
same price for building cantonments in Mississippi as in 
New England. 

“When there are wide differences in cost between dif- 
ferent producers, the bulk-line principle results in prices 
which yield very high profits to those who produce the 
larger part of the output. Since the prime purpose of the 
price-fixing program is to prevent ‘profiteering,’ and save 
money for the government, this is a serious objection. 
It is our oinion that the general approval given to the 
bulk-line principle during and after the war by adminis- 
trators and commentators is not due to its intrinsic merits, 
but rather represents a reaction against the cost-plus 
method due to the abuses which were associated with it.” 
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Wuat Asout WacEs? 


Under the heading of wages it is urged that labor “at 
wages which the worker is not free to reject” should not 
be extended beyond the direct service of the government. 
This would be to enforce compulsory labor. Within the 
service of the government the question of compulsory as 
over against voluntary service is declared to be not a 
matter of principle but expediency. [The theory here 
apparently is that there is no inherent difference between 
conscription for military service and conscription for other 
kinds of service.] Several important passages occur in this 
section which are quoted below in full: 


“To take the position that labor should make no contri- 
bution toward carrying the economic burden of the war 
would be indefensible. War effort requires an increase 
of individual effort and the increased effort, since it has to 
be directed to the product of war necessities, cannot result 
in a corresponding increase in consumable goods and 
services. If labor is to make any economic contribution 
to the cost of the war, the cost of living (including the 
workers’ burden of direct taxation) must rise more than 
the wage rates (or conceivably fall less) than the wage 
rates, though it need not rise more than total wage in- 
come as affected by increased employment. If this does 
not happen it is an indication either that the increased 
effort is being wasted so far as the winning of the war is 
concerned, or that the workers’ share of the burden is 
being shifted to others—either fixed-income classes or 
larger taxpayers. ... 


“We are extremely reluctant to advocate a direct 
control over the wages paid by private industry, although 
this may turn out to be the only way in which an upward 
tendency of costs can be controlled. If the labor market 
were truly competitive we should regard wage changes 
as a useful method of bringing about the necessary read- 
justment of employment in wartime. There would be no 
reason to anticipate that wage changes would not reflect 
changes in the productivity of labor as measured in money 
terms. A general advance in wages, like an advance in the 
cost of living, would mean a general inflation, and should 
not be singled out for repression. 


“But through the development of collective bargaining, 
backed in recent years by direct efforts on the part of 
government, the wage rates in major industries have come 
to reflect in large degree the strength of organizations. 
Collective bargaining has become a quasi-legislative proc- 
ess. Wages that are forced upward by organized pressure, 
rather than drawn up by a rise in the value of labor’s 
services to the employer, are a matter of grave concern 
to the public, because of the irresistible pressure they 
create for price increases to cover them. A successful 
drive on the part of labor organizations toward a general 
increase in wages in advance of a corresponding rise in the 
other parts of the national income, such as occurred in 
1937, would wreck any plans for waging a war without 
inflation. . . . 

“What is suggested, therefore, is that, as part of the 
general program of war labor administration, provision be 
made for review of all collective bargains involving, say, 
50 or more employes, with power vested in the labor 
administration to veto, in whole or in part, any agreement 
involving an increase or decrease of wages for substan- 
tially the same service.” 


Japan and Christian Missions 


The increasing tension between Japan and the United 
States in recent months has raised many problems for 
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American missionaries and the mission boards. Some 
boards have urged withdrawal of women and children 
from Japan, Korea, and Occupied China. Others, notably 
those of the Methodist Church and the United Church 
of Canada, have ordered all missionaries to leave. ‘The 
case for this drastic action is stated in the report to the 
Methodist Board of Missions and Church Extension by 
Bishop James C. Baker and Dr. Ralph E. Diffendorfer 
after a month’s stay in Japan and Korea in January and 
early February, 1941. Among the major factors in the 
present situation, they believe, are “the seeming impasse 
between the United States and Japan” and “the growing 
control of the extreme right in the military—a Nazi 
group.” The Japanese, they report, consider that “full 
responsibility” for the present situation belongs to Presi- 
dent Roosevelt. At the same time there was “an almost 
universal feeling” that “nothing can be done through the 
usual channels about the present trends in Japan’s na- 
tional life. ‘It is in the hands of the military,’ so it is 
said.” Some missionaries and some Japanese Christian 
leaders urged immediate evacuation in order to avoid an 
“incident.” Others thought that, regardless of the present 
international situation, withdrawal of the missionaries 
would give the Japanese Christians an opportunity to make 
their decision in regard to the organization of the new 
Japanese Church without considering the missionaries. 
Later they could be invited to return on a new basis. 
Japanese Christian leaders have been so deeply con- 
cerned over the situation that on their initiative a confer- 
ence between outstanding Japanese and Americans met 
at Riverside, Cal., April 20-25, in order to reach a fuller 
understanding between the two groups. Japanese dele- 
gates were sent by the National Christian Council of 
Japan, not by the Japanese government. No American 
church group took formal responsibility for the meeting 
but the Federal Council of Churches and the Foreign 
Missions Conference made the arrangements for the meet- 
ing. The Japanese group included Bishop Yoshimune Abe 
of the Methodist Church; Rev. Toyohiko Kagawa; Rev. 
Ogawa Kiyozumi, assistant to Dr. Kagawa; Miss Michi 
Kawai, formerly general secretary of the National 
Y. W. C. A.; Hon. Tsunejiro Matsuyama, member of 
Parliament and also of the Japanese National Christian 
Council. Dr. Hachiro Yuasa, formerly president of 
Doshisha University, honorary associate for interna- 
tional church relations of the General Council of the 
Congregational Christian Churches ; Rev. William Axling, 
a Baptist missionary in Japan for forty years. Among the 
American delegates were Bishop James C. Baker of the 
Methodist Church; Rev. Roswell P. Barnes, associate 
general secretary of the Federal Council of Churches ; Mrs. 
Robert L. Bowen, president of the Southern California 
Council of Church Women; Rev. Albert E. Day, chair- 
man, Methodist Commission on World Peace, Western 
Jurisdiction ; Rev. Ralph E. Diffendorfer of the Methodist 
Board of Missions and Church Extension; Galen M. 
Fisher, adviser, Institute of Pacific Relations; Rev. 
Douglas Horton, general secretary of the General Council 
of the Congregational Christian Churches; Rev. Paul C. 
Johnson, president of the Board of Foreign Missions of 
the Presbyterian Church in U. S. A.; Professor Kenneth 
S. Latourette of Yale University, well-known authority 
on missions; Miss Sarah S. Lyon, executive secretary, 
Foreign Division of the Y.W.C.A.; Rev. John A. Mackay, 
president of Princeton Theological Seminary ; Rev. Emory 
Ross, general secretary, Foreign Missions Conference; 
Rt. Rev. W. Bertrand Stevens, Episcopal bishop of Los 
Angeles ; Rev. Luman J. Shafer, secretary of the Board 
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of Foreign Missions of the Reformed Church in America; 
Mrs. Augustus Trowbridge, past president, Council of 
Women for Home Missions; Rev. A. L. Warnshuis, 
secretary, International Missionary Council; Rev. Abdel 
Ross Wentz, president Lutheran Theological Seminary 
at Gettysburg. 

One of the important questions raised at the conference 
was that of the attendance of Japanese Christians at state 
Shinto shrines. The Japanese government officially dis- 
tinguishes between religious Shinto and state Shinto. 
The latter, it says, is purely patriotic and bowing before 
these shrines in no way compromises a Christian’s beliefs. 
The Japanese Christians at the Riverside conference 
declared unconditionally that bowing before the state 
shrines is not in any sense worship to them. They do 
not take part in religious Shinto observances. The 
Vatican has given Japanese Catholics permission to attend 
state Shinto ceremonies as patriotic observances. The 
American delegates agreed that the appropriate action 
for Japanese in this regard was a matter for the Japanese 
Christians themselves to decide. In view of the long 
controversy, this consensus is highly significant. It may 
be said that some Christians in both the United States 
and Japan consider that reverence before the shrines of 
the ancestors of the Japanese Emperor is similar to the 
worship of the early Roman emperors in early Christian 
history. 

The new Japanese Church has decided to remove one 
cause of confusion by adopting a new translation for the 
term “God” in place of the general term used by other 
religious bodies as well. This means that Christians 
when participating-in shrine ceremonies will not be using 
the Christian name for God. 


Just before the Japanese delegation left for this country 
the Commission on Church Union announced that com- 
plete agreement had been reached on the constitution and 
creed of the new Church of Christ in Japan. The con- 
stitution must be approved by the Japanese Ministry of 
Education before it becomes operative. The “establishing 
conference” of the new church will be held in June, it is 
expected. All the Christian denominations in Japan are 
included in it except the Roman Catholic, Anglican- 
Episcopal, Orthodox and Seventh Day Adventists. The 
Episcopalians explain that their church is both Catholic 
and Protestant. There will be close collaboration between 
the two bodies. 

There were no missionaries on the drafting committees 
preparing the constitution. In 1938 the All-Japan 
Christian Conference, convened by the National Christian 
Council to consider the establishment of a united church, 
had taken steps to set up a Commission on Church Unity. In 
1939 Christianity was recognized as one of the three indigen- 
ous religions of the Empire in the government’s Religious 
Bodies legislation. This was the first time that Christian- 
ity had been given legal status. In 1940 new laws were 
passed requiring the registration of all churches and pro- 
viding for the recognition of only the largest bodies. This 
gave fresh impetus to the movement for unity. In October, 
1940, the Commission on Church Unity, which worked 
out the arrangements for the new church, was appointed. 

The new church accepts the Old and New Testaments 
as its “basic standard of faith and conduct,” and makes 
the Apostles Creed the center of its Confession of Faith. 
During the negotiations before final agreement was reached 
the original 42 negotiating bodies were reduced by merg- 
ers to twenty-eight. These have been further reduced 
to the ten “branches” of the new church, which will have 
an annual meeting of elected representatives. The torisha 


(administrator) will be a minister elected for a two-year 
term. He will be legally responsible in administrative 
matters to the Ministry of Education but will have no 
more power in regard to doctrine, orders, and sacraments 
than any other minister. The new church will have nine 
dioceses in Japan proper and one each in Korea and 
Formosa. Manchukuo and North China are considered 
to be overseas mission fields. The Kyusei-Dan, formerly 
part of the Salvation Army, has also joined the new church, 
Such groups as the Y. M. C. A., Y. W. C. A., and W. C, 
T. U. will be regarded as auxiliary groups. 

The place of the missionary in the new church has not 
yet been fully determined. By the Religious Bodies Law 
of 1940 missionaries may not hold administrative positions 
or teach “thought-control” subjects in the schools. This 
excludes everything that is construed as having political 
significance. Nor can the missionaries control policies or 
personnel in the churches. Churches and parsonages, 
schools, and institutions must be under Japanese control. 
“Free gifts,” to be administered by the schools themselves 
may still be sent to Japan. According to the Japan Chris- 
tian Quarterly for April, at least 550 Protestant mission- 
aries have left Japan during the last year. A minimum 
of 200 remain but some of these will leave before summer. 
The Japanese Christians at Riverside insisted that there 
would be a real place for missionaries in evangelistic and 
other work, though not in executive positions. Many 
missionaries believe that when they are freed from admin- 
istrative responsibilities there will be opportunity for real 
creative spiritual effort and for fellowship across organiza- 
tional, racial and national barriers. 

The Conference issued a formal message “To our 
fellow Christians in all lands.” It said in part: “We have 
met under the cloud of conflict, destruction and fear that 
surrounds the world. ... We have sought forgiveness for 
our share of the responsibility for the tragedy of the world 
and have implored divine light and strength that we may 
know and do the will of God. . .°. We thank God for the 
mutual confidence and trust which have here been strength- 
ened between the emerging Church of Christ in Japan 
and the churches in the United States. . . . We have 
solemnly pledged to one another an abiding comradeship 
in prayer and earnestly invite our brothers and sisters 
in all lands to join this fellowship.” 

The significance of the conference would seem to lie, 
not in the actions taken, but in the fact that it could be 
held in the present state of international relationships. 


The Relation of Relief to Juvenile Court Cases 


From 1927 to 1940 juvenile court cases in Cincinnati 
and Hamilton County, Ohio, increased about 100 per cent. 
Ellery F. Reed of the Cincinnati Community Chest, 
writing in the Social Service Review (Chicago) for 
March, attributes this increase to “adverse economic and 
social conditions combined at times with grossly inade- 
quate relief during the depression period.” The increase 
in juvenile delinquency is much greater than that of 
adult crime and misdemeanor. An analysis of other 
possible factors indicates that it has not been due chiefly 
to “increase of juvenile population, or of population in 
the Basin of the city, or to increase of Negro population, 
or to police activities, or to decline of leisure-time and 
group-work services, or to the temporary closing” of the 
schools for delinquents. Juvenile delinquency, it must be 
noted, decreased during the “relatively prosperous period 
of the late twenties” and during the depression “when a 
well-administered and relatively adequate general relief 
program, including some work relief, was in force.” 


Printed in U. S. A. 


XUM 


o* 


Oo 


wn ire 


LE 


